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REPORT TO THE SHAREHOLDERS 


After many years of waiting, Vancouver’s entry into the National Hockey 
League became a reality last fall, and it is a source of considerable 
satisfaction to all of us associated with the Vancouver Canucks Hockey Club, 
that the first year of operation of our new team was met with such 
wholehearted support of the people of Vancouver and Western Canada, 
and completely justified our faith in bringing N.H.L. hockey to Western 
Canada. 


Consolidated earnings for the year ended June 30, 1971 amounted to 
$610,720, which represents earnings per share of $.67 based on the weighted 
daily average number of shares issued and outstanding during the year 
ended June 30, 1971, or $.64 per share on a fully diluted basis. 


The comparative earnings figures for the year ended June 30, 1970 
presented on the Consolidated Statement of Income and Retained Earnings 
represent largely the earnings of the Vancouver Canucks in the Western 


Hockey League one year ago. 


It is important to note that the Vancouver Hockey Club Ltd., a wholly- 
owned subsidiary, has not yet received a final ruling from the Department 
of National Revenue on the deductability for income tax purposes of 
amounts spent to purchase player contracts at the National Hockey League 
expansion draft in June of last year. This company has made full provision 
for income taxes against its earnings for the year ended June 30, 1971. 
However, in management's opinion, a favourable ruling will be obtained 
which will result in a reducton or elimination of the current liability for 
income taxes of that company. 


All available seating has been completely sold out for the entire 1971-72 
season at the Pacific Coliseum and we would therefore anticipate increased 
earnings in the coming year. The average attendance, including general 
admission, during the 1970-71 season at the home games of the Vancouver 
Canucks, represented about 97.8% of the maximum seating capacity. 


Reflecting our highly successful first year of operation, the directors were 
pleased to declare a dividend of 25 cents per share payable November 15, 
1971 to shareholders of record November 1, 1971. 


7 ‘ Goa KE esa 


C Chairman of the Board 


Vancouver B.C. : i) 
November 1, 1971 BZ een ball 


President 


NORTHWEST SPORTS ENTERPRISES LTD. AND ITS SUBSIDIARIES 


CONSOLIDATED BALANCE SHEET AS AT JUNE 30, 1971 


(with 1970 figures for comparison) ~ 


ASSETS 
1971 
CURRENTS ASSETS: 
Cash cee ee bad ce hee Sel ee _..  $ 202,667 
Short-term interest-bearing securities — at cost .................... , 3,501,041 
Accounts. receivable = 4 cc: .6 ecsen ac vee ae ee ee 56,461 
Current portion of indemnifications receivable, 
including accrued interest (5 ee ee ee 116,059 
Prepaid expenses and other (Note 2) . <3 je eee 181,677 
Due from parent company. ....5.. -eseee eee cane cet ae 13,648 
Total-current assets. . sc. F< oe le ee 4,071,553 
INVESTMENTS: 
Franchises and rights to players (Notes:3 andel 1B). .) eee eee 8,265,275 
Investment and equity in hockey leagues\ a2 9.52.5. 81,955 
Total: investments 4.051:<-56 Wane ee ces ee 8,347,230 
OTHER ASSETS: 
Indemnifications receivable, less current portion shown above.......... 81,164 
Leasehold improvements and equipment (Note 4) 
less accumulated depreciation and amortization 
(197-1'— $17,382;,1970 —— $5,555) 2 5 See 119,316 
Unamortized debenture discount and expenses (Note 7) ............... 186,950 
Incorporation Costs’ =. 2 scih ke x80 6 9.2 ce ee 1,987 
Totalvother assets +s2:s35 .qieeete eee eee ee 389,417 
Total: sn5.2 2 ce eh Or ee ro ee eee 


APPROVED BY THE BOARD: 
Cyrus H. McLean, Director 


Thomas K. Scallen, Director 


ce Ret ema en ee eee $12,808,200 


1970 


$137,704 


— 


38,265 


54,350 
87,843 


318,162 


8,276,336 
75,396 


8,390,732 


20 170 


6,101 


1,486 


208,966 


$ 8,878,860 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


CURRENT LIABILITIES: 


BemaicsOankelOal——sSCCUICC = ater fe 8 gs See y coetess ate oe Baten 
Sean Otespayvabie duies\uUne sO, 197 1.2 ws se eee cee ses 
Grae oemocespayavles-—"Danka = Oo oe eee fe eh eee ws 
Current portion of long-term debt, including accrued interest ......... 
PNCGOUNtS Payable amadraccrued|Gnargesia.) 28). fo oc nae rales 
HMIcOmIemtaxese(INOlGs)) Bema te fa ool ok eae od Aue eS ew 
Deferred revenue on advance sale of tickets ......................5. 
DOS OY OR IRETE LANE LAL? © Aone cot Ne ca 
WeIETEGHNecOMme laxess(INOlE 5) ooo ed Meee ee Ae ck oes hed eb ead 


NotalecurrentslamlliticSmeamn ste 4k. ns alee. oc eek ne ee 


DEREK RED SING@MERTAXES WNOte 5) cr... Gere Sia if ests vps ot ane 


LONG-TERM DEBT: 
Due to NHL member clubs (Note 6), 


fessrCULre MipOnlOnssMOWMeabOVGe. gat. 5 sooo 5. ede Sc ve 


Due to the NHL, the WHL and WHL member clubs (Note 6), 


FES cal Ch ONliOnssinOW IN AUOVE. © numa a vie Se ee os ca as 


82% convertible subordinated debentures 


GuUcaNGVem Denso mlO90 MINOLG mee ferret ce a ees oe Sn coos 


otallloneoteniat( CO Lpamemmranrder cumini, nl AAG ake oasis ese et 


SHAREHOLDERS’ EQUITY (Note 7): 


Share capital: 
Authorized: 
2,000,000 common shares without nominal or par value 
Issued and fully paid: 


1,000,000 (1970 — 800,000) common shares — 
200,000 issued on December 8, 1970 


TOSS 50754 OcCASWe Pete fe noe Rn io) daly Sia 
Re Lal CG mC alii] 2S ammeter Wain a rae el ie Gara a7 een ste, Sede oe dost 


The accompanying notes are an integral part of the consolidated financial statements. 


1971 


30,702 
1,117,082 
307,159 
857,600 
1,570,643 


72,200 
3,955,386 


52,600 


2,550,000 
568,550 


2,000,000 
5,118,550 


2,713,895 
967,769 


3,681,664 


$12,808,200 


1970 


eee O7375.2/1 
77,270 


974,705 
168,954 
168,700 
892,366 
S772 
42,000 


3,085,028 


65,450 


3,400,000 
775,300 


4,175,300 


115 5;000 
597927 


17553,052 


$ 8,878,860 


NORTHWEST SPORTS ENTERPRISES LTD. AND ITS SUBSIDIARIES 


CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS 
FOR THE YEAR ENDED JUNE 30, 1971 (with 1970 figures for comparison) 


1971 
REVENUE: 
Game ticket.sales ..2..4.%s.945 8.35328 ee $ 3,649,067 
Program advertising, radio and TV rights — net ....................... 776,216 
Interest income (including $145,152 from parent 
and affiliated’companies; 1970 —=SNil) en 169,184 
Sundry — net of related expenses of $151,786 (1970 — $141,412) ........ 76,125 
Total revenue... c4.¢ 6. 4ehed Si AAS ee ee 4,670,592 
EXPENSES: 
Operating: 
Team costs. oh.c0%. 6.23 5) de ee eee 1,528,029 
RENE ek a ces ses wb Sue ek Dene ee eee 372,747 
OUthef sos ss Re Sac An ee ee 204,696 
General and: administrative... 2.0.7 32 5 733,533 
Interest-on Jong-termidebt 4 (2 eee 318,589 
Other expenses —. net co. 20>... 4568. 2 ae oe ae 181,793 
Total expenses... 3 ede PO ee eee 3,339,387 
INCOME BEFORE INCOME TAXES AND EXTRAORDINARY ITEMS ......... 1,331,205 
PROVISION FOR INCOME TAXES (Note 5): 
CUPPON Eis x Ss. dh cyveced oe aegycal Bo cele ec A ee 704,135 
Deferréd . .-.8 65 od i oh i 16,350 
720,485 
INCOME BEFORE EXTRAORDINARY ITEMS (Note 10) ................... 610,720 
EXTRAORDINARY AMEMS (Note: G)> a: sie ae ee — 
NET INCOME FOR THE YEAR’ (Note, 10) apse ee 610,720 
RETAINED EARNINGS AT BEGINNING OF THE YEAR: 
AS previously reported 3s oe ee ee ee ne 528,527 
Provision for proposed reassessment of 
prioryears” income taxes (NOte:5)) aan ae eee 131,000 
As: restated 5. tead sit ath os AO ae ee er ee, 397,527 
1,008,247 
COMMON SHARETISSUE “EXPENSES sn gies sie ret tne ieee 40,478 
RETAINED EARNINGS 7A Te ENDEOE THE. YEAR ee ee $ 967,769 


The accompanying notes are an integral part of the consolidated financial statements. 


1970 


$ 1,501,671 


80,899 


33,876 
21,280 


1,637,226 


793,634 
22227, 
133,055 
256,348 
10,455 
(29,341) 


15,376,376 


261,348 


28,700 
106,000 


134,700 


126,648 
85,800 


212,448 


316,079 


131,000 


185,079 
SIT, I27, 


397 527, 


NORTHWEST SPORTS ENTERPRISES LTD. AND ITS SUBSIDIARIES 


CONSOLIDATED STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
FOR THE YEAR ENDED JUNE 30, 1971 (with 1970 figures for comparison) 


1971 1970 
FUNDS PROVIDED: 


Funds provided from operations representing net income for 
the year after adjusting for items not requiring an outlay of funds 


Issue of 8Y2 % convertible subordinated debentures 


ee $ 615,976 $ 176,031 


(net of related discount and issue expenses of $192,760) .............. 1,807,240 — 
Issue of common shares (net of related issue expenses 

of $40,478 charged direct to retained earnings) ..................... 1,517,862 — 
Reduction in non-current portion of 

InGenimitiCatlOnssreGelV alow eee shale ee oe ee ee ee 120,215 52,669 


Reduction in franchises and rights to players 
(1971 — adjustment of capitalized interest; 


1970 — tax savings realized on loss carry forward) ................... 11,061 10,325 
Refund of National Hockey League application fee ..................... — 25,000 
RO FcR OS e OL ONVIC CC miners eae bree ey. oa tek ems hun Oe. Se ae 4,072,354 264,025 


FUNDS APPLIED: 


Acquisition of franchise and rights to players: 
National Hockey League, less $3,400,000 of 


fOMS=Le MIE eb tik. Oy Osi tt iis ae! seeds Koehn — 2,724,705 
Additions to leasehold improvements and equipment .................. 124,870 2,607 
Reduction in non-current portion of long-term debt ..-................ 1,056,750 a 
Reduction in long-term portion of deferred income taxes ............... 7,200 — 
Reduction in non-current portion of advances and note payable ......... aa 90,925 
[aves tCemIL MIN i] Mamet tt Pate ee nee orate te eres a oie as aN oR — 57241 
HACOOOLatlOnEc OS (5 mae w en ar trea ere nr I Pee fy ter cake ke BS ey kgs ees 501 = 

OVA MiUn CS <a) DCC germane, Manet Metre ON EA vate cuales SS ne 8 1,189,321 2,379,178 
INGREASEMIOEEGREASE)INGWORKINGSGAPITALY, 228 8 Oo. bode aan s OES 2,883,033 (2,611,753) 
WORKING CAPITAL (DEFICIENCY) AT BEGINNING OF THE YEAR: 

SPORE VIOUSIVELC OO ULC we tea tee eal Ne Chey Mi Sa, an cco ceer 1g oan ma lgie es _... (2,635,866) (24,113) 
Provision for proposed reassessment of 

DulOmy Calseincomerntaxcc(INOtC- 3) Gere cae tc. e 8s Poi rec r eh A (131,000) (131,000) 

ING: RSS ee oases ge cum ene se BR echo a ee (2,766,866) (15 57b1S) 

WORKING GAPIPALS(DEFIGIENGY) Al END OF THE YEARV2 2 on 7 . $ 116,167 $ (2,766,866) 


The accompanying notes are an integral part of the consolidated financial statements. 


NORTHWEST SPORTS ENTERPRISES LTD. AND ITS SUBSIDIARIES 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


JUNE 30, 1971 


1. PRINCIPLES OF CONSOLIDATION AND 
FOREIGN EXCHANGE: 


The consolidated financial statements include the accounts of 
all subsidiaries, all of which are wholly-owned, as follows: 


Vancouver Hockey Club Ltd. (Vancouver Hockey) 
Rochester Americans Hockey Club 1969, Inc. (Rochester 
Americans) 

Canuck Publishing Ltd. (Incorporated August 10, 1970) 
Burrard Hockey Club Ltd. (Burrard) — inactive 


Assets, liabilities, revenues and expenses of the U.S. subsid- 
iary, Rochester Americans Hockey Club 1969, Inc., have been 
translated to Canadian dollars at the following rates of 
exchange: 


(a) Current assets and liabilities — at the rate of exchange 
prevailing at the balance sheet date. 


(b) Non-current assets — at the rate of exchange prevailing 
at the date the parent acquired the shares of the U.S. 
subsidiary or at the date of later transactions. 


(c) Revenue and expenses — at the average exchange rate 
during the year. 


2. PREPAID EXPENSES: 


Each year Vancouver Hockey incurs significant costs and earns 
some revenue prior to June 30 which apply to the operation 
of the hockey team in the next National Hockey League (NHL) 
season. It is that company’s practice to include such net costs 
in prepaid expenses and charge them against income in the 
next succeeding fiscal period. As at June 30, 1971 such costs, 
net of revenue deferred on the sale of players in the June 
draft of $15,000 (1970 — $61,837), amounted to $144,496 
(1970 — $84,095). The balance of $37,181 (1970 — $3,748) 
represents other expenses paid in advance in the ordinary 
course of business, inventory of novelties and deposits. 


3. FRANCHISES AND RIGHTS TO PLAYERS: 


Franchises and rights to players consist of the following: 
National Hockey League (NHL) — at cost, 
including the indemnification liability to the 
Western Hockey League ($775,300) and 
interest on amounts due to NHL member 


clubs to October 1, 1970 ($113,644)....... $6,888,944 
Western Hockey League (WHL) — at cost... . Bil SO 
American Hockey League (AHL) — at cost, 
less tax savings of $46,600 arising from 
losses incurred prior to date of acquisition 
of Rochester Americans). ..+. 2550005 4.5- 861,254 
$8,265,275 


For accounting purposes, it is the practice of the companies 
not to amortize the original cost of franchises and of rights to 
players against income. Additional costs of rights to players 
are expensed as acquired and the proceeds of sale of rights to 
players are credited to income as sold. 


4. LEASEHOLD IMPROVEMENTS AND EQUIPMENT: 


Leasehold improvements and equipment as at June 30, 1971 
are generally stated at cost except as follows: 


(a) Hockey equipment of Vancouver Hockey — at nominal 
value of $1. 


(b) Office and hockey equipment of Rochester Americans— 
at estimated fair market value as at July 3, 1969, the 
date of acquisition by Northwest Sports Enterprises Ltd., 
which was equal to the net book value of the assets, 
with subsequent additions at cost. 


It is the subsidiaries’ practice to provide for amortization of 
leasehold improvements on a straight-line basis over the term 
of leases and to provide for depreciation of furniture and 
fixtures and the various categories of equipment on the 
straight-line basis at the rate of 20% per annum. The amount 
so provided was: 


1971 1970 

Depreciation’) eee eee $ 8,188 $ 4,545 
AMmOrTntizati Olea eee ee 3,467 — 

Total: "S32. ee ee $11,655 $ 4,545 


5. INCOME TAXES: 


A. Current: 


Management is confident that Vancouver Hockey will obtain 
a favourable ruling from the Department of National Revenue 
— Taxation Division to allow that company to amortize the 
original cost of franchises and rights to players against income 
for income tax purposes. The tax savings resulting from a 
favourable ruling would not flow through as a credit to 
income in the years in which the amounts were amortized or 
in any other year. The tax savings would be realized however, 
in the form of a decrease in current income taxes payable and 
consequently in an increase in working capital. 


To conform with generally accepted accounting principles, 
Vancouver Hockey has not anticipated the amount of tax 
savings which it may realize from this ruling and has cor- 
respondingly included its total provision for current income 
taxes for the year ended June 30, 1971 of $700,800 in current 
liabilities. This current liability could be reduced or eliminated 
depending on the amount of the amortization allowed and 
the period over which the amount will be amortized. 


The Department of National Revenue has informed Van- 
couver Hockey that it proposes, on reassessment, to increase 
that company’s reported taxable income for the taxation years 
ended June 30, 1966 to 1970 inclusive by a total of approx- 
imately $1,075,300 as follows: 


Include the indemnification receivable in the 

1967-68 NHL expansion as taxable income... $ 255,000 
Disallow the deduction of the indemnification 

liability to the WHL incurred when the 


NHL franchise was acquired in 1970 ....... 775,300 

Disallow miscellaneous expenses incurred 
throughout the four year period .......... 45,000 
$1,075,300 


The question of the taxability and deductibility of indem- 
nification receipts and indemnification liabilities respectively 
has been deferred and is to be reviewed along with Vancouver 
Hockey’s request to amortize the original cost of franchises 
and rights to players as discussed above. Although manage- 
ment disagrees with the Department’s proposed treatment of 
these matters and feel they can support the position that the 
indemnification receipt of $255,000 was a non-taxable capital 
item and that the indemnification liability of $775,300 was 
incurred to earn income, they have made full provision in the 
accounts for the possible income tax effects of the proposed 
reassessments as follows: 


(a) Provision for income taxes of $131,000 on the indem- 
nification receivable of $255,000. Since this receivable 
was credited to retained earnings in 1968 as a capital 
item, the corresponding provision for income taxes has 
been charged directly to consolidated retained earnings. 
The opening balance of consolidated retained earnings 
and current taxes payable in the 1970 comparative fig- 
ures have been restated to give retroactive effect to this 
adjustment of a prior period transaction. 


(b) The indemnification liability of $775,300 which was 
claimed for income tax purposes in 1970 and which 
created a loss carry forward for income tax purposes of 
approximately $676,200 as at June 30, 1970 was not 
taken into consideration in calculating the provision for 
income taxes for financial statement purposes at that 
date. Vancouver Hockey has not adjusted the current 
income tax liability of $37,700 as at June 30, 1970 there- 
by providing for the tax on income if the deduction of 
the indemnification liability is disallowed. If the deduc- 
tion is allowed, that company will not incur the liability 
of $37,700 and it will retain the loss carry forward of 
$676,200 to be applied against future taxable income. 


B. Deferred: 


Deferred income taxes relate to Vancouver Hockey only and 
comprise the following: 


(a) Current: 


$72,200 on account of costs deferred to the 1971-72 
NHL season (see Note 2). 


(b) Long-Term: 


$56,800 on account of interest costs capitalized as part 
of the cost of the franchise and rights to 
players in the National Hockey League (see 
Note 3). 


4,200 —a net deferred income tax debit on account 
of other timing differences between account- 
ing and taxable income. 


$52,600 


C. Tax Losses: 


The company and Rochester Americans have losses available 
to be carried forward, on an accounting basis, of approx- 
imately $28,000 (arising from common share issue expenses 
charged direct to retained earnings), and U.S. $91,000 respec- 
tively. The potential tax saving which would result from the 
application of such losses has not been recognized in the 
accounts. 


Depending on the outcome of the negotiations with the 
Department of National Revenue regarding the deductibility 
of the indemnification liability of $775,300 discussed under 
A.(b) above, Vancouver Hockey may have losses available for 
carry forward purposes of approximately $676,200 on a tax 
filing basis, as filed in 1970. 


6. LONG-TERM DEBT: 


A. Due to NHL Member Clubs: 


The balance of the liability under the NHL franchise agree- 
ment and related player purchase plan agreement amounting 
to $3,400,000 at June 30, 1971 is payable $850,000 per annum 
on June 1 of each year with interest at the prime rate charged 
by the Royal Bank of Canada, Montreal, on May 1 in the year 
each payment is made. 


The following assets were or were agreed to be assigned or 
pledged as collateral security for this outstanding debt: 


(a) Lease on Pacific Coliseum in Vancouver. 


(b) All of the outstanding share capital of the company’s 
subsidiaries except for Canucks Publishing Ltd. 


(c) Players’ contracts. 


B. Due to the NHL, the WHL and WHL Member Clubs: 


The balance of this liability resulting from an indemnity to the 
WHL settled by an agreement dated September 15, 1970 is 
payable as follows: 


(a) $206,750 (U.S. $200,000) on October 1, 1971 and $155,050 
(U.S. $150,000) on October 1, 1972 with interest quart- 
erly commencing December 15, 1970 at the prime rate 
charged by the Chase Manhattan Bank, New York City, 
on the first of the month in which each payment is 
required. 


These amounts are guaranteed by the company and 
Rochester Americans and the company has assigned as 
security, subject to the assignment and pledge set out in 
Note 6A above, all of the outstanding share capital of its 
subsidiaries except for Canucks Publishing Ltd. 

(b) $413,500 (U.S. $400,000) payable $103,375 (U.S. $100,000) 
per annum for four years commencing May 1, 1974 with 


interest quarterly commencing December 15, 1970, at 
the prime rate charged by Northwestern National Bank, 
Minneapolis, Minnesota, on the first of the month in 
which each payment is required. 


Under the terms of this agreement, the subsidiary’s franchise 
in the WHL was suspended for the 1970-71 season, after 
which time the franchise could be transferred to another sub- 
sidiary and to Calgary or another city mutually acceptable to 
the franchise holder and the WHL. In addition, the franchise 
holder will not participate in any indemnification or new 
franchise fee which could be paid to the WHL for a period of 
three years following the commencement of the 1971-72 sea- 
son. As at June 30, 1971, the franchise had not been trans- 
ferred or reactivated in another city. (See Note 11B.) 


7. DEBENTURES: 


On December 8, 1970, the company issued $2,000,000 prin- 
cipal amount of 8%2% Convertible Subordinated Debentures, 
Series A, maturing November 15, 1990 (the Debentures) under 
a Trust Indenture (the Indenture) dated November 15, 1970. 
The Debentures are, in the opinion of counsel, direct obliga- 
tions of the company, but are not secured by any mortgage, 
pledge or other charge. The Indenture permits the company 
to issue additional debentures subject to certain restrictive 
covenants regarding the issue of funded obligations. The 
Indenture also restricts payment of dividends (other than 
stock dividends) by permitting them to be paid only out of 
consolidated net income (exclusive of proceeds from the sale 
of investments and fixed assets) earned subsequent to June 30, 
1970, subject to certain provisions relating to redemption and 
sale of capital stock. As of June 30, 1971 no dividends had 
been paid and $610,720 consolidated net income had been 
earned subsequent to June 30, 1970. 


The Indenture also provides for, among other things, the 
following essential features: 


(a) The right to redeem the Debentures after February 15, 
1971, for other than sinking fund purposes, at prices 
equal to varying percentages of the principal amount 
(plus accrued and unpaid interest). 


(b 


ma 


Payment to the Trustee as a sinking fund on or before 
November 15 in each of the years 1981 to 1989 inclusive, 
of an amount sufficient to retire $200,000 principal 
amount of the Debentures in each of those years. 


(c) Conversion of each $100 principal amount of the Deb- 
entures at the holder’s option, at any time up to 
November 14, 1990, or the close of business on the 
business day immediately preceding the date fixed for 
redemption of such Debentures, whichever is earlier, 
into 10 fully paid and non-assessable common shares of 
the company. The company has reserved 200,000 un- 
issued common shares for the exercise of the conversion 
privilege attached to these Debentures. 


& 


Subordination of payment of the Debentures to the 
prior payment in full of all senior indebtedness, defined 
to include current liabilities, present or future, on 
liquidation or other distribution of the assets of the 
company. 


The debenture discount of $130,000 and related issue ex- 
penses of $62,760 incurred in connection with this issue have 
been deferred in the accompanying consolidated balance 
sheet and are being amortized against income (1971 — $5,810) 
over the life of the Debentures based on the dollar amount 
of the Debentures outstanding after adjusting for redemptions, 
conversions and sinking fund payments. 


8. EXTRAORDINARY ITEMS: 


Extraordinary items for the year ended June 30, 1970 con- 
sisted of: 


Territorial indemnification granted to members 
of the AHL on account of NHL expansion into 
their territory (net of United States capital 


PAINSwtaNcOl so 27 pLUO) wien ae eee ees acess $83,050 

Realization of tax savings on application of 
IOSSUCALT VAI ONWalOSt anon warns ye ee es ov 2,750 
$85,800 


9. REMUNERATION OF DIRECTORS AND 
SENIOR OFFICERS: 


The aggregate remuneration paid by the company and its 
subsidiaries to directors of the company during the year in 
their capacity as officers (as required by the Companies Act, 
British Columbia) amounted to $60,000 (1970 — $43,750). 


The aggregate remuneration paid by the company and its 
subsidiaries to directors and senior officers during the year in 
their capacity as officers (as required by The Securities Act, 
1966, Ontario) amounted to $111,200 (1970 — $56,250). 


No remuneration was paid or is payable to directors of the 
company for the year in their capacity as directors. 


10. EARNINGS PER SHARE: 
1971 1970 


Income Income 
Before Net Before Net 
Extra- Income Extra- Income 
Ordinary for the Ordinary for the 
Items Year Items Year 


Basic earnings per share $.67 $.67 $.20 $.34 


Fully diluted earnings 
pemsharea. see _ $.64 $.64 — — 


The basic earnings per share have been calculated using the 
weighted daily average number of shares outstanding during 
the respective years, which for 1970 gives retroactive effect to 
an alteration of the company’s authorized share capital (50:1) 
and the subsequent issuance of 200,000 shares in payment of 
debt in May, 1970 and for 1971 gives effect to the issuance of 
200,000 shares on December 8, 1970. 


The fully diluted earnings per share have been calculated 
on the assumption that all of the 8%2% Convertible Sub- 
ordinated Debentures, Series A, had been converted into 
common shares as of December 8, 1970, the date of issue of 
such debentures. In calculating the fully diluted earnings per 
share, the consolidated net income for the year ended June 
30, 1971 was increased by the amount of the interest on 
debentures, net of applicable income taxes, and the number 
of shares was adjusted for the weighted daily average of addi- 
tional shares that would have been outstanding on conversion. 


11. LEASE COMMITMENTS AND CONTINGENCIES: 


A. Leases: 


A subsidiary is committed under a long-term lease to 1983 
for premises for the playing of professional hockey, at the 
following rates, based on gross gate receipts: 


AUDITORS’ REPORT 


To the Shareholders of 
Northwest Sports Enterprises Ltd.: 


(a) 15% up to $1,000,000 
672% between $1,000,000 and $2,300,000 
10% in excess of $2,300,000 


(b) 10% from exhibition games 
(c) 15% from play-off games 


The company has an option to renew the lease for a further 
term of ten years at rental rates to be negotiated. 


Another subsidiary is committed under a lease for the 1971- 
72 hockey season for premises for the playing of professional 
hockey, at a maximum rental of U.S. $75,000. 


B. Western Hockey League (WHL): 


The WHL has informed Vancouver Hockey that it is not an 
active member of the WHL, is not entitled to participate at 
WHL meetings and is still obligated to pay the note and inter- 
est thereon, as set out in paragraph 6.B(b). The WHL has also 
denied Vancouver Hockey more time to relocate the franchise 
in Calgary and has rejected Vancouver Hockey’s offers in these 
circumstances to relocate the franchise in Victoria or to 
activate it in Vancouver. The company has obtained legal 
counsel and intends to pursue and enforce its legal rights and 
recover all damages and other relief available to it under the 
by-laws of the WHL, the agreement and the law. Vancouver 
Hockey’s investment in the WHL as at June 30, 1971 consists 
of: 


Franchise and rights to players ............... $515,077 
Investment and equity in league ............. 15,844 
Total)... 42.264 Seis eee $530,921 


C. Legal Action Pending: 


A shareholder of the company has filed suit against the com- 
pany and its directors who held office at the date of signing 
of a prospectus on November 13, 1970 claiming that the 
defendants acted fraudulently or were negligent in not dis- 
closing a material transaction and a proposed material trans- 
action in the prospectus for which the shareholder is claiming 
unspecified damages and costs of the action. The company 
and the directors named in the suit deny each and every 
allegation of facf contained in the statement of claim and 
submit that the action should be dismissed with costs. It is 
the opinion of legal counsel that this action against the 
company will not succeed. 


12. COMPARATIVE FIGURES: 
Certain of the 1970 figures provided for purposes of compar- 


ison have been restated to conform with the classifications 
used in the current year. 


We have examined the consolidated balance sheet of Northwest Sports Enterprises Ltd. and its sub- 
sidiaries as at June 30, 1971 and the consolidated statements of income and retained earnings and source 
and application of funds for the year then ended. Our examination included a general review of the 
accounting procedures and such tests of accounting records and other supporting evidence as we con- 


sidered necessary in the circumstances. 


In our opinion these consolidated financial statements present fairly the financial position of the 
company and its subsidiaries as at June 30, 1971 and the results of their operations and the source and 
application of their funds for the year then ended, in accordance with generally accepted accounting 
principles applied on a basis consistent with that of the preceding year. 


September 10, 1971 
Vancouver, British Columbia 


DELOITTE, HASKINS & SELLS 
Chartered Accountants 
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Northwest Sports Enterprises Ltd. 


e its subsidiaries 
otes to the Consolidated Financial Statements 
December 31, 1971 


1. Accounting Practices: 
A. Revenue: 

The company, through two subsidiary companies, operates 
the Vancouver Canucks in the National Hockey League and 
the Rochester Americans in the American Hockey League. 
Revenue from ticket sales is earned exclusively from games 


played at each team’s home arena. As a result, for interim | 


reporting purposes, revenue will vary with the scheduled 
dates of home games drawn each year for each league. To 
December 31, 1971, the Vancouver Canucks had played 19 
of 39 (1970 — 17 of 39) regular season home games and 
16 of 39 (1970 — 30 of 39) regular season away games 
whereas Rochester had played 17 of 36 (1970 — 17 of 36) 
home games and 17 of 36 (1970 — 13 of 36) away games. 

Revenue from sales of program advertising and radio and 

T.V. rights is credited to income on the basis of the applic- 
' able home games played. 
B. Prepaid Expenses: 

During the 1971 period, the subsidiary company that oper- 
ates the team in the National Hockey League deferred certain 
material direct costs amounting to $75,560 (1970 — $93,300) 
which will be charged against future revenue on either ‘a 
home game by game or monthly basis, depending upon the 
nature of the expense over the last half of the company’s 
fiscal year. 


2. Income Taxes: } 

It is the practice of the companies not to amortize the 
original cost of franchises and rights to players against 
income. However, one of, the subsidiaries, the Vancouver 
Hockey Club Ltd., has requested a ruling from the Depart- 
ment of National Revenue — Taxation Division on the amor- 
tization of such costs against income for income tax pur- 
poses. As reported previously, the company is confident 
that a favourable ruling will be obtained and that the 
amount of tax savings resulting therefrom will be reflected 
in a reduction of current income taxes payable and a cor- 
responding increase in working capital. The comparative 
figures. for 1970 have been restated to include a provision 
for income taxes to conform with the practice set out in 
Note 5 to the consolidated financial statements included in 
the annual report. 

The company and its U.S. subsidiary have tax losses 
available to be carried forward approximating $31,000 and 
U.S. $249,000 respectively of which $3,000 and U.S. $158,- 
000 were incurred during the period. 


3. Earnings per Share: 

The basic earnings per share have been calculated using 
the weighted daily average number of shares outstanding 
during the respective periods, which for 1970 gives retro- 
active effect to an alteration of the company’s authorized 
share capital (50:1) in May, 1970. 

The fully diluted earnings per share have been calculated 


on the assumption that all of the 8%% convertible subordi-. 


nated debentures series A had been converted into common 
shares as of December 8, 1970, the date of issue of such 
debentures. In calculating the fully diluted earnings per 
share, the net income was increased by the interest on 
debentures net of income taxes, and the number of shares 
was adjusted for the weighted daily average of additional 
shares that would have been outstanding on conversion. 
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VANCOUVER CANUCKS 
MEMBER OF NATIONAL HOCKEY LEAGUE 


REPORT TO SHAREHOLDERS 
FIRST HALF ENDED 
DECEMBER 31, 1971 


Northwest Sports Enterprises Ltd. 
Pacific Coliseum, 100 North Renfrew Street; Vancouver 6, B.C. 


REPORT TO SHAREHOLDERS 


Profits are up substantially this year due largely to the fact 
that the home games of the Vancouver Canucks have been 
completely sold out for the 1971-72 season, and there were 
two more home games in the first half this year compared to 
last year. As well, there were greater radio and television 
revenues due primarily to one additional televised home 
game in the first half this year. 

Earnings per share, based on the weighted daily average 
number of shares issued and outstanding during the first six 
month period ended December 31, 1971, have amounted to 
30.59¢ per share, and 29.38¢ per share, on a fully diluted 
basis. This compares to earnings per share of 26.76¢ for the 
same period one year ago and 26.58¢ per share on a fully 


THOMAS K. SCALLEN 
President 


Northwest Sports Enterprises Ltd. 
ind its Subsidiaries 
Consolidated Statement of Income 


For the six months ended December 31, 1971 
(with 1970 figures for comparison) 


Unaudited 1971 1970 
Revenue (Note 1) 
Game ticket sales.............. $1,871,800 $1,629,000 
Program advertising and radio 

and T.V. rights — net......... 487,500 373,100 
interest Fincome) se eee ee 131,800 14,700 


Sundry’ =2nete =) (ye ee Seren 34,600 15,500 
$2,525,700 $2,032,300 


Expenses (Note 1) 


Operating: 
Team). COSts! 4245-eie teens ae $ 771,600 $ 775,300 
RONte:.c o8 tree ren are ape ae ae 196,300 162,300 
ONer scar ene tae ae ee 106,000 102,300 
General and Administrative...... 356,500 319,900 
Interest on long-term debt....... 205,500 111,300 
Other expenses (income) — net... 143,900 65,700 
$1,779,800 $1,536,800 
Income Before Income Taxes.... $ 745,900 $ 495,500 
Provision for 
Income Taxes (Note 2)........ 440,000 274,450 
Net Income for the Period... $ 305,900 $ 221,050 
Basic earnings per share (Note 3) 30.59¢ 26.76¢ 


Fully diluted earnings 
per share (Note 3)............ 29.38¢ 26.58¢ 


Northwest Sports Enterprises Ltd. 


and its Subsidiaries 


Consolidated Statement of Source and 
Application of Funds 


For the six months ended December 31, 1971 
(with 1970 figures for comparison) 


Unaudited 1971 1970 


Funds Provided: 


Funds provided from operations 

representing net income after 

adjusting for items not 

requiring an outlay of funds..... $ 318,400 $ 499,500 


Issue of 842% convertible 

subordinated debentures (net of 

related discount and issue 

expenses 1971 — $5,800; 

1970 = $187,600) a eee (5,800) 1,812,400 
Issue of common shares (net of 

related issue expenses of $36,200 

charged direct to retained 


earnings) > 222.5 ae eee 1,522,200 

Reduction in non-current portion 

of indemnifications receivable. 17,600 97,100 

Other:— net ae Ce re 1,900 
Total funds provided...... .. $ 330,200 $3,933,100 


Funds Applied: 


Additions to leasehold 
improvements and equipment. $ 2,900 $ 67,200 


Reduction in non-current 


portion of long-term debt..... 155,100 206,700 

Reduction in long-term portion 

of deferred income taxes..... 1,500 

Sundry investments ......... 10,100 

Dividends: paldisye = eae mee 250,000 

Total funds applied..... .. $$ 419,600 $ 273,900 

Increase (Decrease) in 

Working Capital ............ ($ 89,300) $3,659,200 
Working Capital (Deficiency) 

at Beginning of the Year...... 116,100 (2,635,900) 
Working Capital at End —— 

of the. Year! $25 3°, @ ee $ 26,800 $1,023,300 


